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l. INTRODUCTION

This reporting period saw very little CDP activity; most CDP activity concluded during the
previous reporting period. The Brazil program has been in hiatus since funding ended in 2001,
we are currently awaiting funding approval for a two year extension to resume activities. The
CDP funding for the Mozambique program ended in the fall of 2001; however limited program
activities have continued under USAID/M ozambique funding through “Reinforcing Business for
Rural Development”(RENDER) full scale program activities are ready to resume as soon as
funding through the CDP two year extension is finalized. The only component which had
resources during the reporting period was the Western Ukraine subgrant activity with Southern
States Cooperative of Richmond, Virginia, which assists three nascent agricultural feed
cooperatives to establish Western-style member-owned businesses free of state control and
obligated to survive in afree-market atmosphere.

The South Africa CEBI component, a three-year local economic development project, completed
the first year and a half of its activities during the reporting period. Knowledge of the program
along with small-loan applications increased dramatically during the reporting period, 75% of
applications were processed, loan disbursements have continued at a steady pace, and recent
project efforts have reduced arrears rates to 5%.

Zero volunteer assignments were completed during the January 1% - June 30% period. To date
104 volunteer assignments and eleven paid consultancies have been completed under the core
program, excluding the CEBI project, which runs on a separate track. This reporting period
brings us to month 60 of the 60-month life of the current core activity, or 100% of project
duration. The 104 volunteer assignment completions represent over 97% of the LOP target of
107. Regarding expenditures, 99.8% - $3,743,749 - of the core activity obligation of $3,749,606
was the expenditure figure at the June 30, 2002 closing. As noted above, only the Ukraine
subgrant has pipeline funds available under the core activity. CEBI's pipeline had $321,281 in it
at June 30™.

Il. OVERALL PROGRAM STRATEGY

The program has remained on course vis avis its overall strategy, asit appeared in the executive
summary of the origina grant document program statement in 1997, namely to "accelerate the
growth and enhance the viability of cooperatives through three components. rural finance,
capacity building, and partnerships. The program rationale is that small farmers will benefit from
fuller participation in the rura economy by building the capacity of cooperative ingtitutions to
deliver financial services, distribute appropriate production technologies and market member
products. Cooperatives sustainability will be enhanced through local, national and international
partnerships that provide continued access to technology, trade and investment."”



I1l. PROGRAM OVERVIEW

During the reporting period, the Ukraine field component was the only component still active
under the core CDP, its activities continued to generate positive results under the program
strategy. The three small cooperatives in the L'viv region of Ukraine continued to grow and their
modest successes are serving as an example in the region of a private agribusiness which has
chosen to take charge of its future and become a market player rather than languish economically
waiting for the state bring prosperity.

A. Ukraine and the Southern States Component

ACDI/VOCA administers the Cooperative Development Program (CDP) in Ukraine focused on
developing three agricultural feed cooperativesin Western Ukraine in Rivne, Sambir, and
Zhydachiv. Southern States Cooperative (SSC) serves as a subcontractor to ACDI/VOCA on the
Ukraine activity. The objectives of this program isto establish farmer cooperatives that will
help private farmers (1) obtain high quality input supplies; (2) add value to their agricultural
production through processing; and (3) market what they produce. The program is also
supporting Ukrainian private farmers that serve as the members of the cooperatives and perform
the agricultural production function.

CDP has continued its approach of focusing exclusively on the production of high quality feed,
the demonstration of the benefits of using high quality feed, and effective marketing techniques
resulting in increased demand for the cooperatives product. CDP isaddressing the lack of
efficient feed production facilities, the void of adequately trained animal feed nutritionists, and
no reliable or affordable private sector sources of quality vitamins, minerals or proteins. Dr. Roy
Chapin, a SSC volunteer, continued to provide direct assistance to the three cooperatives on
cooperative management, feed formulation, pricing, animal feeding, board/member relations, and
marketing. In addition, the two Ukrainian SSC CDP specialists provided daily support to CDP
on feed formulation, input procurement, marketing, and project management.

Program Activitiesand Results:

A major constraint faced by the cooperatives was the inability to find a credible local

supplier of vitamin mineral mix (EGO). Theinability of the supplier to provide the mixture
drastically impacted the ability of the three coops to produce quality feed. Dr. Chapin
determined that the failure of the coops to access a consistent supply of the mix would have a
devastating impact on their feed production. Therefore, he decided to train Vasyl Maxim,
CDP project specialist, to develop vitamin/mineral premixing capability that would assure
the coops access to the quality premix at afair price. In March 2002, Sabir cooperative began
purchasing the reliable and stable pre-mix prepared by Mr. Maxim. By May 2002, Mr.
Maxim was producing the pre-mix and selling the product to the three cooperatives relieving
the constraint.

Dr. Chapin isaspecialist in formulating and manufacturing liquid feed. Dr. Chapin haslong
believed that a good solution to the severe shortage of ruminant protein would be to use the



molasses from the sugar beet industry to manufacture aliquid feed. After searching for a
year hefinally located and procured the needed ingredients and formul ated the necessary pre-
mixesfor theliquid feed. In April 2002, Dr. Chapin, in cooperation with the members of
Rivne Coop, mixed thefirst batch of liquid feed in an old bathtub and began the feed trials.
Six weeks later the cows who had consumed the liquid feed had vastly improved. In
addition, milk production in some of the cows had increased a starling 30 — 60%. This
accomplishment has the potential to have a dramatic impact upon the feeding of ruminants
for maximum economic production throughout Ukraine. Based on these results, CDP will
continue to focus on supporting the cooperatives in the production of liquid feed.

In February, CDP and the Ukraine Agricultural Finance Development Foundation (UAFDF),
founded by ACDI/VOCA, began to explore possibilities of collaboration. Through these
efforts, afarmer was able to borrow funds from the UAFDF to purchase feed produced by
one of the CDP cooperatives. The farmer was very pleased with the resultsand is now a
regular customer of both the UAFDF and the feed supply cooperative. CDP and UAFDF
will continue to explore other potential areas of collaboration in the coming months of
program implementation.

In March, three large farmers from the neighboring region (Khmelnytsky oblast’) cooperated
together and started to buy feed from the Sambir and Rivne coops. In April they switched to
concentrates and in May started to buy premixes from the Sambir cooperative. In June— July
the Khmelnytsky farmers expended their farms and requested CDP help them in organizing a
cooperative to replicate the CDP feed cooperative unit. CDP has subsequently assisted the
group purchase afeed mill and is assisting in the registration process.

Two new series of rations were developed and added to the CDP coop product list including
swine meat-and bone-meal based ration and swine and cattle canola meal ration. Cattle
canolameal ration is probated on the farm of Zhydachiv customer, the customer and CDP are
satisfied with the preliminary results.

At request of the Rivne and Zhydachiv boards, CDP studied the demand for poultry feeds at
the three locations and determined that poultry feed could be a good addition to coops
tonnage, particularly during autumn and winter. The preliminary version of the poultry feeds
iscomplete (broiler and layer chicken), CDP identified the availability and prices of the
ingredients and located the farm that would like to try the new feed. Roy Chapin continued
improving the chicken formulas and devel oped turkey and gees rations.

At request of the Rivne board, CDP studied the demand for fish feed in Rivne region and
after visiting several fish farms and cal culating the fish feed manufacturing costs, determined
that fish feed formulation and manufacturing should be postponed until the later stage of
cooperative' s development, when the coop has accumulated sufficient income from its
current operationsto justify the investment in fish feed formulation.

The Rivne cooperative has switched from feeds production to mostly protein concentrate
production. Thisallowsthe larger customersto decrease their transportation costs and
increases the income of Rivne cooperative while the feed mill depreciation remains the same.



Asaresult of the CDP swine formulation work and assessments, CDP has produced the
“Applied Swine Nutrition Basics” manual, now available in English and Ukrainian.

Project Management:

Dr. Fred Smith, ACDI/VOCA Vice President — Europe and AsiaDivision, and Mr. Jeffrey
Singer, Director — Europe and Asia Division, are providing project supervision to the
Cooperative Development Program from ACDI/VOCA-HQ. Mr. Singer and Mr. Smith have
more than 15 years of experience working with agricultural programsin Ukraine and Russia.

Mr. Tom Garnett continued to serve as Southern States Program Manager, on a consulting basis,
for the Cooperative Development Program in Ukraine. Mr. Garnett has been involved with the
program since inception, has a good working relationship with each of the participating
cooperatives, and continues to provide guidance and support to both the short-term consultants
and the cooperative management.

A. South Africa CEBI Component

The CEBI Program is athree-year local economic development project, which isjointly
implemented by ACDI/VOCA, CHF (Cooperative Housing Foundation) and NCBA/CLUSA
(National Cooperative Business Association/ Cooperative League of the USA). Through the
unique application of cooperative development principles, including a combination of
community empowerment through democratically structured group-based organi zations,
cooperative business development, and locally owned and controlled financial services, the three
partner organizations are enhancing local economic development, increasing access to financial
markets for historically disadvantaged township residents and their businesses, and creating
employment.

The main goal of the Program is to develop the business and financial capacity of entrepreneurs
and small business ownersin the peri-urban black townshipsin Nelson Mandela Metropole (Port
Elizabeth, Uitenhage and Despatch), and promote links between these historically disadvantaged
businesses and mainstream businesses in the Eastern Cape region. Program objectives include
the following:

Enhance local economic development and create employment in the disadvantaged

communities

Establish local business support centersin the disadvantaged communities

Provide essential business training and financial services and develop strong community

business leadership

The vision of the Program, as established by the CEBI management in coordination with local
entrepreneurs, reads as follows: “ CEBI is a center of excellence dedicated to providing a
customer responsive menu of consistently high quality financial services, business training and
linkages... Together with the community, we shall promote economic growth and devel opment
S0 as to increase the standards of living and access to employment and business opportunities.”



The creation, devel opment and promotion of small businesses in the peri-urban townshipsis
done through the establishment of a CEBI center in Motherwell Township. The CEBI center
comprises the following three units:

1. Administration and Planning Unit (APU), led by CHF

2. Business Creation and Training Unit (BCTU), led by NCBA/CLUSA

3. Financial Services Unit (FSU), led by ACDI/VOCA

Therole of the FSU includes:
Developing and promoting financial services for businesses and entrepreneurs
Increasing access to financial markets for peri-urban entrepreneurs
Creating an economic development fund
Establishing a Financial Services Cooperative linked to the Finasol Network
Integrating ancillary financial services such asfiling systems and funds transfer

Program Overview

Last year, the program expanded its area of operations to include all historically disadvantaged
townships faling within the Nelson Mandela Metropolitan Municipality. The target market
remains the historically disadvantaged who may not otherwise have access to business
development and financial services.

The steady increase in inquiries made to the Financial Services Unit demonstrates that it is
gaining the recognition it needs to be effective among key players in the local business
community. During the last reporting period, the FSU loan fund became operational, and the first
loans were issued.

In an effort to reduce overal risk, the staff of the FSU is looking a ways of diversifying the
portfolio. This will be achieved by moving away from the mainstream retail businesses and
gpazas (small home shops) and instead begin to promote business loans among service and
manufacturing enterprises. A policy has also been developed to finance tender contracts. In this
regard we envisage the provision of bridging finance/working capital that is necessary for the
successful completion of contracts when contract revenues are not available.

In terms of staffing, Charity Mbelekane was hired in April asthe FSU Manager replacing
Lulama Mfihlo. Ms. Mbelekane holds a diplomain accounting from the L esotho Institute of
Accountants, a certificate in business studies from the University of Lesotho and adiplomain
education from Vista University in South Africa. She hasworked in banking for 9 yearsand is
originally from Motherwell Township, where the CEBI field office islocated. The staff now
includes two loan officers, Pamella Mahuwa and Fikelwa Peter, and Heather Richardsonisthe
bookkeeper.

Program Direction

ACDI/VOCA isworking to increase the number of loans and reduce arrears within the FSU loan
portfolio. Elena Nelson from ACDI/VOCA program services with extensive bank experience,



worked with the new FSU manager for in May 2002 to outline an action plan through the end of
the project.

The focus in the last year of the project is to increase the loan portfolio while keep the at-risk
loans to a minimum (well below 10%). This involves the coordination of the partner
organizations within with the CEBI family — working to assess the quality of the business plans
of potential clients, provide loans, and identify appropriate trainings for clients.

Business Development

Asthe FSU hasto generate enough revenue in order to be financially sustainable, a portfolio of
sufficient size must exist to generate sufficient revenue to cover all operational costs at the FSU
level initially, and of CEBI in general. This necessitates a constant flow of businessinto the
system. Therefore, in addition to the applicants who visit the FSU for loans, staff members have
made a decision to personally approach individuals with good business acumen and offer them
finance.

It is against this backdrop that FSU staff is negotiating between local organized builders, the
Nelson Mandela Metropole Council, and the National Urban Reconstruction and Housing
Agency (NURCHA) to form a tri-partite front in the provision of low-cost housing. In this
arrangement the Metropole Council will provide funds and serviced plots for development, CEBI
will finance the wages between disbursements, while Nurcha will guarantee 80% of CEBI’'s
advances.

The office in Uitenhage is now open through out the week. The contact person at the office is
Mr. Vaaltein who is active in setting up appointments with interested clinics. Loan officers then
go out to meet with these clinics to discuss their financial options. In addition, COMSEC, a Port
Elizabeth based advisory center, has already begun referring their clients to CEBI for financial
assistance: a clear indication that the process of networking is beginning to bear the desired
results

Program Achievements

Of the 98 applications processed since initiation in April 2001, 40 (75%) relate to the period
under review. In monetary terms, R2,100,000-worth of applications have been submitted, of
which R1,200,000 relates to the period under scrutiny.

Of the total of 64 loans approved since inception, 19 — 30% relate to the past six months.
The additional loan officer and bookkeeper greatly increase the overall capacity of the FSU
to roll-out more high-quality loans.

Reduced the arrearsin the last 6 months to 5%.

Accumulative Total Past Six Months % of Total
Total applicants 98 19 19%
Rand value R2,100,000 R8,800,000 42%




Approved loans

64

19

30%

Rand value

R1,300,000

R8,800,000

68%

Arrears

29%

5%
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